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free for resale. The corporation has not
resold the property in the regular course
of its business, and therefore has made
use of it as use is defined in Section
6009. 7/20/59."

. From :
gg‘ John H. Murray
P“,. Slyngeci .
3 Annotation 395.2300
f’
St
é;é,‘ Annotation 395.2300 reads as follows:
?ﬁ / "A corporation is reguired to pay the use
B T tax under Section 6094 when it transfers
E;::’f by way of a liguidating dividend to its
j.L; sole shareholder property purchased tax

The back-up letter is &ttached.

The annotation contains the implication that any time
inventory acquired under a resale certificate is transferred
as a liguidating dividend (or in any occasiconal sale) that
this is a use of the inventory and not a sale in the regular
course of business. The transferor is liable for use tax on
the purchase price of the inventory.

e | It is my understanding that where the ex-tax inventory

*ﬂg ; is transferred to the sole shareholder (or to a transferee !
| in any other occasional sale) and the stockholder or trans- |

feree gives a resale certificate and holds the inventory for ]

resale in the regular course of business, the transferor is

not subject to use tax on that inventory. ' \

I can find no annotation where this is .spelled out,

?”“‘ although it may be inferred from Regulation 1590 and the
%gu Audit Manual. I suggest that this should be in either the
£y regulation or in an annotation.
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sharcholder gTaTE BOARD G, QUALIZATION

.. as :
liquidating dividgpds -0 ~oRRESPONDENCE 395.2300
PLEASE RETURN TO Placo: Sacrarﬁentﬁ
LEGAL FILES | Date: July 20, 1959
Mr. J. J. Saunders - Unit 2 T L.
J. J. Delaney | — B e _ ,mmtﬁ
. ) _ ._nﬂmﬂ" defined in

X

We are of the opinion that the transfer of property
purchased tax free for resale byway of a liquidatfing
dividend to a sole shareholder of a corporation obligates
the corporation to pay use tax under Section 6094. Ve
would not distinguish between items of inventory and parts

used in building a piece of equipment.

It appeers that although the corporation was correct
in presenting resale certificates at the time the property
was purchased, it has not resold the property in the regular
course of its business, but has instead made use of it bvway
of an occasional sale

E-fr2sf

The annctation on the botten of page 505 of the Tax/ ¢&,~#s»;'1J
Service could not be checkpd since the letter had been e
remeved from our files If it was correctly annotated, the
letter would apparently involve only the question of whether
the corporation, rather than the individual shareholders,

made the particular transfer.




395.2300

(916) 445-5550

February 24, 1983

Dear

In your letter of January 18, 1882, you state
. v v ig a orporation; 109 percent of
its capital stock is now owned Ly T T L as
trustee of a 1221 revocable trust; is now the

sole beneficial owner of the asscts of the trust; the
lumber company is encaged in the retail sale of building

suprlies.

It has been proposed that the corporation dis-
+ribute out all of its assets to the trust in complete
liquidation of the corporation and then dissolve. If this
nroposal is adonted, there will he no interruption in the
condnot of the corporation's retail business, wvhich will
continuc to be conducted outside the corperate form and will
asply for a2 new resale permit., As part of the overall plan,

F o

it is contemplated that an entity controlled by members of
Tt family other %han, . will, subsecuent
£o the licuidation of the corporation, infu=ze cas!l. intc the

buginers and, therenpon, accuire a 5% capital interest in

the business. This will be accomplished Ly the trust's
contribution of all of the tangible persconal property used
in the corporation's rcotail businaess to a limited partaner-
ship in return for a 05% capital interest therein and the
family entity's contribution of cash to the partnership in
roturn for a 5% capital interect therein,



395.2300

W . February 24, 19£3

On behalf of the cerporation, you recuest our formal
binding rulinas that the corroration'a distribution of its
tanrglle personal proparty ascets to the trust, including both
its inventery zand non~inventory assete, will conctitute a
transaction which ig exempt from Califeorria sales and use tax.

U2 think that under the above circumstances, vpon
distribution of the assets of the cormoration to o
arnc dissolutiecn of the corporation, uhorh iz no sales or use

tax liability Amoosed upon ) by reason of that trans-

action. as succeasor, will '2 liakle for any pales

or use tax liakility of the corporation which has not Leen paid.

See Revenue and Taxation Code Zection €Tll, and following.

In your letter you state that you would liks to ke
certain that annotation 375.2300 does not apply to this trans-
action so as to subject the transfer of the inventorv of the
corporation to use tax uroen the corﬁoration'ﬂ dissclution and
transfer of its assets to '

Under thc hacf vituatloﬂ given to us, aggggggﬁcnm__“

385.2300 does not apply to the dissclution of thie e o
o and *raﬁs;er of all of its assets, including inventory
o) hould give the cormoration a

resale certificate in the rorw nrascribaed by Negulation 1£68.

If this ics done and any of the inventory accuired from the
corporation is not sold in the regular course of business but
is used by lir. Goodwan, tax wav apply to the withdrawal of items
from inventory for use In other words, the inventory accuired
from the corporation wi l” he cons;derﬂc proparty held or used
for sale in the regular course of business, the same as any
other inventoery acguired under a resale certificate afier the
dissolution of the corporation.

If you have any further guestions, feel free to write
to ne.

Very truly yours,

John H, Murray
Tax Counsel
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an Francisco = District Administrator

Mr. Donald J. Hennessy - The ahove letter, I understand,
represents what has been our policy for
many, many years. I suggest that
annotation 395.2300 should either be
deleted or limited to instances where
the inventory after the dissolution of
the corporation shall no longer be held
by the successor for sale in the regular
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